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SECTION I, SWDARY OF FAR EAST TRENDS ARD DBVELOPMEN'I’SDA

‘ Bullding of ships in Japan for export held justified by the necessity
to improve Japen's balance of payments (paze 8).

Chinese Coverrment representetions conocerning Slam havae resulbed in
statement of US support for yresent Siemese regims. {page 3).

In preparation for resumption of Diet proceedings, left-ving Sociallsts
are attempting to secure Cabinet adoption of leftist legislative proposals
a8 the prioe of continued support of the Ashida Government (papge 4).

The men selected to head the new Demooratic People’s Republic of Korea
are trusted Soviet puppets and can be countad on to advance Soviet interasts
at the UNGA meeting in Paris. At the same time the commmist South Xoree
Labor Party is experiencing s tightening of Soviet control designed o
jnoresse its effectivensss {page 5).

Although the military situstion in China remaine relatively quiet, the
Chinese Communists will probably launch a general offensive in all major
seotors this autwm (page 6). Nationalist ability to succesafully stave. off
a (hinese Communist atteck in Hanchuria will likely be impeded by the report.
od rift in the Manchurian commend (page 6). The recently formed Communis®
North Chine Covernment ie viewsd as the probable forerunner to & largor
Red Govermment over all the "Liberated Areas" (poge 6)e

A reneved effort by the Sovietworiented I'o Chi Xinh Government, to
explolt growing Frenoh weaknesses in Indoohina, appears to be devoloping
are 9o

NOTEs In succeeding sections of this Veokly, the following marginal
notations are useds

(1) Double asterisk (*») ~-pleced at begimning and end of infore
mation based solely on "S/S distribution” seriss.

(2) Single asterisk (*) =-to flag item comtalning "s/s distribution®
a07'io8.

(3) ®A", "B", or "C" --importence, in B/FE's opinion, of the item,
with "A" representing the most importent ones.

State Dept. declassificationss rolgliaz
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SWHMANY (continued)

_The UK press, vhich is almost the only sourse of informition regardin
conditions in taleys pontinues to show comoern over the sitddtion (pege 9;.

The Philippine Govanmant ie resuming mllitary action apgainst the
Fuks (page 9).

The eaonomic oongsequences of the Snsurrection im Burma &re becoming
serious (page 10),

The growth of Commiinist influenoe in Indonesis has been aocelurated
by the stalemate in 800 negotiations (pago ll).
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SECTION 1. DEVELOPMENTS IN SPECIFIED AREAS
CENARAT,

Japan's building of ships for export held Justified wge

The Department of State has advised the UK that the principal consider
ation causing SCAP to suthorize the construction in Japan of ships for
foreipn account is the neocessity to improve Japan®s balanrce of payrents
position. The inconme derived from the 2sle of these ships can be used to
purclinge rew materials for the production of other export items, which thereby
contridutes to indusirial recovery, reduction of occupation costs and the
eventual attainment by Japan of a selfwsupport status, Thus, the Department
states, it will be poesible to realizs one of the prinocipal cblectives of the
ocoupation = the sconomic recovery of Japan to a self-supporting status.

The reply of the Department of State to the UK will probably not alley
the UK's fears over Japan's resunption of shipbullding on a large scale (sce
B/FE Veekly 6 July - 18 July 1948 and ORE VWeokly 3 September 1948). As the
Japenese shipyards inoroass the tempo of their activity, the cbjectioms of
the UX may be expected to inoreass. Howsver, the force of thelr opposition
is diminithed by the fact that other maritime powers euch as France ,’Nomy,
Demmark, and Sweden desire Japangao~bullt ships for their own economic purs
posess ‘ _

Tho Chineso National Covermment repards Siam with increasing disfaver i

Following the eubtmission by the Chincse Government of a formal note of
protest to the Siemess Fmbassy in Nanking concerning disérimination against
Chinege in Siem, China‘'s Vice Ministor of Foreimn Affairs has oontinued
diplomatio representations ¢oncerning this problem. The Vioe linister has
indicated to US representetives in Nanking that Chine oammot apprave .of the
ourront Siamese regime although that govermment shares with the Chinese
Govermment similer views on Communism. The Vice Minister Smplied that Ching
would wolcome an onportunlty for more positive action to bring dbout the
overthrow of the Phibul repims,

In reply to these Chihese overtures, the US Departmnt of State has
instructed the US Pmbdasy ih Narking to informn the Chinese Govermment that
since the Siamese Government ie anti-Communist and friendly to the US, it
does not objeet to the repime of Premier Phibul snd desires the rehabilito-
tion of Siam on & sound econmmic basis, Purthermore, the US desires to
support rather then weaken & friendly govermment which exhibits tho possi-
bility of achleving politiocal stability. :

Unless the preoccupied Chinese Covernmont has made bomihmen‘ba of support
to anti-Phibul elements which 4% is capable of ecarrying out, 1t is doubtful
that stronpger end more direct protests will be made by the Chinese Coverumente.
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JAPAN
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Ia%g Scocialists 'be{%in for legislntive Emgamo Koy political manocuvers "B"
[ nt in anticipation o o resumption proceadings are left-wing '
Sooielist atbempts to sscure Cabimet adoption of loftiat legislative pro~ ?'
posals es the prioce of continued mupport of the Ashide Govermment. Bmbittored

by comservative domination of the coalition cebinet, exasparated by Diet

fallure to pass the Socielistwsponsored war-bond interost payment suspension

bill, and embarrassed by %the povarmment's exosssively harsh interpretation of
Coneral MacArthur's "eugpestions® regarding the trads unjon rights of govern=
ment employees, left-wing Socialiots have olamored for Soolalist withdrawml

from the government. Even Party Chalrman, former Premier, KATAYAMA Tetsu, @
middle of the roader, has publicly advocatad Diet dizsolution despite righl

wing Sooialist disavowals of the recessity thoreofe. Left-wing "realists"®

believe that by remaining in the govermment they may forestall the eatabllish-
ment of & miore conservabtive govermment likely to rogult from cabinet resig-

nation or Niet dissolution at this time. These lefsiste are leading attempts

in Sookalist Party execusiwe sessions currently in process to strengthen ths
Sacinligt==and their omesbargaining position in unifying the Party stand on
eggential legislative lasues.

_ Foremost amionf, the issues which tho left-wing Socialists are ralsing is
the demand f'or passage of the interest payment snspension measure, the oenact~
mont of which was promised in tho oripginal agresment for Socialist partioclipe~
tion in the pgovernment, In addition, left~wingers are sceking adoption of
measures desigmed to inorease populer sapport for the party, particularly in
lebor, The principle items in this category ares (a) boasts in the basio
wage rate to be calounlated on the baais of living costs rather than on
revermes; (b) extension of the farmland reform programs snd (o) modification
of the proposed revision of Nationsl Public Service law to permit collective
‘bargaining by all govermsent employees and the right to strike by industrial
workers in govormment employment.

. The extent to which Hicgc atbempta to secure edoption of some portion
of the Socialist Porty programs depend: (1) on the relative incompatibility
of conservabtive elemonts within and outside the governmment, which incompata- -
bility has to date provented a consorvative morger; wnd (25 in the fimal
anelysis, on the attitude of GIN, SCAP whobe interests in Japan's cochomlc
recovery has been interpreted by the Japaucse to nscessitate: {a) balancing
of the budged; (b) eliminatibn of thé disruptive capabilities of labor; and
{¢) avoidance of measures which might deter the Importation of private ceplital
into Japan. ' ‘
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KOREA

Trusted party-line Commmiets control the Soviet gatellite Eoverment newly- "B"
ebiablishod in Norihn Korom. The semo men who held key positions in

Yorth Koroan People's Comntteo contirus in pover in the Democratic People's
Repudblie, although a mmber of Bouth Koroans have been given positions of
ttalar Ymportancs, Within seven days the Supreme Koreen People's Assembly
hass (1) ratified a oonstitution; (2) selected a premier and been informad
of the formation of the povernmenty (3) resolved to request ths withdrawal
of Goviet and amorican forces; and (4) empowered the govermment to send
repraesentativos to the UNGA meeting in Parigs. These representatives will
undovbtedly be used by the Soviet delegation to gonfuse UNGA acidon by
denounioing the Rheo regime in South Korea as’a US puppet and by advancing
competitive claims for recoguition as a truly national and democratis Korean
Govermmante

The Commmist South Korea ILabor Por SELP) lae been effecting e reorganie “"B"
zation simiiar in uature to the tightening of control an scip

oomauulet partics elsevhere, The elimination of deviationisbs, sironger
central control of party acbtivities, and the establishment of a separate
Intelligence Burcau as part of tho Aslatic Cominforn network are soms of

the features of this reorganizetion. The SELP is in o very weak position
at the present time followinz two years of continuing feilure bo attain its
objeotives and steady diminution of popular supporb. Most of the able party
leaders have gone north to take positions in 4he People's Republic. The
remsining party members dre being constantly harrassed dy both the South
Koreen police and rightist youth organizations. The incessant invasion
threats emanating from North Korea are deaigned, in pert, to sustain the
sagging morale of the faithful in South Korea with the thought that their
day of power will soon be resligzed, '
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autum, is antloipated AN
anaAt 8 Mensively 3 NAGLCH HEYie he 1ong11111, extend-
ing over the pash five the in Manchuria, has
opportunity to re-equip, regroup and train new forces. Comminist strength
in Meamchuria, actordingly, now totals aboub 18 colums, giving them an over-
wheluing numerical advenbege over the Nationalist defendsrs., The Nationalist~
held oity of Changelm, isclated for more than 15 montha, will probably fall
in the near futures its fall will release Communist troops for action againet
MYukden or the Chirhsien corridor, both primary targets. However, it appears
14kely the Communists will nct try to take Mulden by asseult, bub will con~-
tent themselves with roduoing its present perimeter while bringing their
main body %o bsar cn tho coastal corridor leading south from Chinhsien into
China Proper. Concwrbently, Commmist forces in Nordh China will keep FU
. Pgo-yi occupied to the south and wost of Paiping, forcing him to leave
his porthern flank insdoqustely protected. Commnist forces in the Central
China avea 2t present may be siming at the igolated Nationslist pockets of
. pesistance (¢.ge, Tsinan or Taiyuan) before moving into the Yangize Valley

in force. Actuslly, the timing as well as the 1ocus of any actions remain
gt the discretion of the Commmists., (A map showing the military eituablion

in chim;. as of 1 September 1948 will be available for ORE Weekly of 17 Sep~

A 8plitb g s 46 have developad in the Manchurian head terg of  wwEM
WEI Lﬁm . %ﬂs indicate ‘bﬁi‘; a nunber of WEL1's Wr&%g SuD=-
Srdinate officers are of the opinion that, ab present, the wisest strategie
courzse for the Nationalists would be to lawmch an offensive south of Mukden
. (whers the Communists ave comparatively wialk), thus opening a rail ecorridor

to the seaport of Yingkou, WEI, however, ‘remaing adamany in his desire to

sit tight and preserve his troops and his fnbroken string of "victories"

over the Commmists. This rift, covpled with WEI's mounting supply and

food problems--the critiéal nature of which, say these generals, WEI fails

to- grapp--further vitiates the Nationalists® power of resisting expected
Communist attacks.

The creation of the Commuist North China Pesple's Government is wpe
viewsd @8 & forerunnor of & larger COmmmiEs government Tater w0 be estab~
1ished for all “liberated" aveas. The Commmists with help of the Kuomin-
tang dissidsnts are already planning to convene a People's Consuitative
Conference for the formation of such ap over-all Compunist governmentt. The
recently formed North China government apparently will have jurisdiction
over the North China Liberated Arvea. The latier was ¢reated Ly the merger
of two of the border regions announced last May.

SEGRET™™
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The Chineds Commmists dre meking important advances in cohsolidating
thoir regime, By thelr military victories they have united soattersd areas
that formerly were largely autonomous and now are ready for more unified
acntrol, Plans for a People's Consultative Conference ssem to be progressing
with the Commwtlate reporisndly erranging for several Hong Kong dissident
leadors to go to North China for a preliminary meoting. The actual oconfere
once however, will probably not take place for s few wonths, If an oxpanded
Communiet governmont reésults from this conforenss it will be a key faotor
in future Sino-Sovidt relations, i.e,, tho Soviet attitude tovmrd such &
govermiont will hova & profound effect on tho position of the USSR in China,

The reported acoidental death of "Christian Gensral® FENG Yu~hs in "B"
the BYaok Soa on the Joviet 6tesmer "Pobeda” mRy dead 0 & Chinese E%vam—
ment request to the USSR o explain why it granted FENG a transit pass
% proéead to Chinege Comrmnist areas wlth the evowed intention of jJoining
the Chinesd "Reds" spgainst the National Covermment, thus violating the
8ino=Soviet Treaty of 1946. In the mesntims the Nanking Foreign Offioe has
raised with the Soviet Bmbassy the question of whether or not the reporied
death of FENG mey be fraud, and wlshes US confirmatiop that FENR sotually
left the US on & Soviet vesacl, Chiness Communist leaders, MAO Tge~tung and
CAU Teh, apparently giving the report full orocdence, have telegraphed their
condolences to Mre.FENG and to the dissident Kuvomintang Revolutionary
Cormittse in Hong Konge

The Tibetan Trade Mission has asked the US for e temporary loan of wew
$2,000,000 Tor the purchese of bU,0D0 ounces of goid Lo be used to stabillise
'Hﬁ’E‘a curreucy, expleining Tibst has suffiocient rupee exchange in banks in
India %0 sorve as collateral for the loan. The mission says the loan wlll
strengthen Tibet's bargaining position looking toward a revisior of the
Treaty betweon Tibet and British Indla (which conferred speoial privileges
and border territory to the UK)., The Misaion expects to leave New York for
the UK in ebout 10 dayss The Chinese Pmbessy in Vashington again has
reitorated the Chinese Goverrmenbts olaeim of sugerainty in Tibet,

Evidence of certein Chinese industrialists!® imterest in ECA recon- wen
struction in Vestern Gormany 1s indicated Dy ah IBQUArY Irom Nanking :
Businessmen anxioues to learn established procedures for ascertaining the
avallability of generating equipment, transformers, spares, oto., for
export to Chine., There are in China a large number of installations of
German manufastured machinery, so Germen manufaocturers would be the logiorl
supply source for repair or expansion of these instaliations,

Goverimont Oontrols Dominate the New Currency Program. A].ﬂiough nen
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vholesals prices have remained relstively stable at a high level since
the new currency wss inaugursted 19 Aug., the prics structure is far Lrom
built on s normsl, sownd besis. The price geale in Chungking snd Tien~
tein generally bap been meinteined in faca of the locse money merkel

and police surveillancg. In Henkow the situation is arpavently out of
hend with pricse rising repidly. Csnton prices have increased aboub

85¢ over 19 Aug.j Mukden prices also are generally up. Shanghsi retall
prices have shown a terdency to rise desplto controls holding down whole~
sale prices, Intensified activities of the economic police sYe s major
foree in effecting stability end apparent ‘public confidence in the new
currency. Meanwhile, the volume of commorelal trensactions in Shanghal
is raported to hsve diminished groatly due to price freeaing and atrict
Government controls, resulting in the strangulation of normal busineas
functions. Tho Govelnmomt is thus faced with the neceseity of meking a
choloo between: a.) tight controls and business stagnation on one hand,
o;a b.) h::oose regulations and posaible breskdown of the new currancy on

the other.

There i yet no confirmstion of real black market for foreign
exchange coming into existénop; howover, there are veporte of individual
trensactions snd forward seles in US dollars ot rates ranging from
GY $4.10 to GY $5.65 for US $1, the highoat belng roported in Mukden.

n Nota C ion. An unconfirmed report places Chine's
30%al gold yusn note issue up to 31 Aug., 12 days af'ter the offiocial
introduction, st GY $290 million (US §72.5 million). When compared on
a US dollar basie the new currency issue noW exceads by 20§ the toial
CR dollars in circulstion et the time it was replaced. (Totsl CN dollar
circulation resched en estimeted pesk, 19 fug., of CHW 4700 trillien,
equivelent to US 858,3 million,) Finance Minleter WANG Yun-wu snnounced

that as of © Sept. a total of US &44 million in foreign currencies, gold

and silver, hed besn turned in for exchange.

T
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INDOCHINA
Sty offort against French "colonialists" promised by Ho Chi Minh, "AV

A renewed effort by the Soviet-orienced Ho Chi Minh Government, £o exploit
groming French woaknesses in Indechina, appears té6 be developing., At a
sneoial meebing called on 2 Septesber to cosmemcrate the third anni

of the founding of his Republic, Ho reviswed the general situation, Po-
litically, he pointed out growth in prestige of his government as well as
a stronger internationsal posiltion. He maintained that the army and militia
have "oome of agem morally and materially and are backed up by increased
production of arms and anmmmition. He reaffirmed the position of his
government to be that of "friendly cooperation with the French people on
the basia of independence and equality, bubt not false indepsndence and
unisty which will bring back enslavement.” Ho stressed the distinction

- between the French "people® and the "colonislists" whom he alleges have
attempted negotiations with "puppets who do not repiregent the Vietnamese
pecplet and demanded definitive action against theam, It is apparent that
the Ho Chi Minh regime is determined in its objectives, since a racent
official commnique is reported to have declared the axistence of a stabte
of war in Vietnam, Increasad zebotage and guerrilla activity in north and
south Vietnam (Tonkin and Gochméh:ma) are being reported, In addition,
regulstions suggesting action ageinat "foreign" alrcraft and ehipping have
been announced.

HMATAYA

UK press cantinues to indicate concern over Malayen ait.uation. UK npH
concern over the situation in Malaya cun be judged, somownat bv the oxtensive
coverage in the British press which unf'ortunately is almost the only scurce
of information regarding conditions in \alaya, Although the UK concern mey
be somewhat out of proportion Lo sctusl losses of 1ife and propurty, it is
apparent that the British are still confivnted with a serlious problem,

Through the niddle of Augusit, 1l FTuropsap civilians and 106 Chinese and

Y¥alays are reported to have been murderes, Small amounts of stored rubber

are reported to have boen dampged or densiroyed, eight plantation manufacturing
plants seriously damaged and several plins for replanting or new planting of
rubber trees postponed or canceled. Widespread incidents of viclence con-
tinue deapite vigorous precautionary sod militery mezsures underitazken by
British authorities. Although the ovarall production of tin and rubber has
not. yot dropped, it will continue to be threatened until law and order i
rostored.

PHILIPPINES

Govemment rosumes military cction egaingt HMuksg, Declaring that the nAn
Buks are now in a state of rabolllon, President Juirino informed the US
Cherge' in Manila on 13 Septodbor that the Constsbulary, the Army, and

-—ter
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PHILIPPIWS (continued)

"guerrilla unite" have now émborked on an anti-Huk military campaign. The
Prealdent said that the Armed Forces have completely surrounded the central
Tuzon area in vhich luk leader Tarue and his main group are supposed to be
located. The Embassy reports that Tulrine, who now seems as determined to
conquer the Huks by force as he was formerly to subdue them peacefully,
wishes personally to supervise the anti-Huk military action which he de-
gires to complete "before the outbreak of war in Germany,." The Presideut
emphasized in the interview that Tarue has lost all amnesty benefits and
that, should the Huk chief answer a summons to aprear in Manila before the
congresaional electpral board s he would he aporehended immediately on a
murder charge. Despite his apparent poliey reverasl, the President also
emphasized his determination to continue the Government's peasant smeliora-
tion program under protection of the Armed Torces and stated that anyoné
interfering with the program would be considered an enemy of the nation,

“hile the Armed Forces msy be able to control large-scale Huk activities,
bloody clashes are expected to continue in * ceniral Luzon where the death
toll his mounted to an estimnted 155 persans since amnesty expired on 15
fugust. '‘oreover, Nuirino's socisl amelioration yrogram is at best a palliative
as thorough study and plsnning will be regquired to resdlve the fundamental
problem of traditional inecuities in the agrarian ecanomy. In addition to
the problem of effectively employing "guerrilla units" to cope with Huk "hite
and-run' tactics, the Constabulary will be faced with problems of maintaining
adequate supplies and eguinment and of exercising more strict control of fire~
arms imports and distribution to prevent diversion into unauthorized éhannels,
feneral Castaneda, Chief of Constabulary, has already discussed the possibility
of 1S loglstical support with the loeal 15 Army commander, Yore determined
attempts may be made to secure US aid under the TS-Philippine ilitary Assistance
Agreement as the flovernment's panitive campaign egainst the Iluks preogresses,

DITHIA

Economie conseguences of insurrection becoming serious. The hydra- RAN
headed insurreciion urma, which began with the uprising of the Burma
Communist Party in arch 1948, is having serious economic congequences, The
two most serious economic effects of the insurrection are the greatly ine
creased military expenditures and the heavy losses of revenue from the cur-
tailment in the exports of rice, Tn addition, irrigation canals and £oVorn-
ment buildings have been destroyed » and government treasuries and rice stocks
have been looted. TFurthermore, the Government is sustaining substantial
losses of revenue from the failure to_collect land rents in large areas and
from the operations of public utilities. n top of all these difficulties,
Burma!s currency has been sadly mismanaged by incompetent personnel in the

»OECRET
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BURMA (eent:hmcd}

Pinanoe Ministry. As s result, Burma'e 1947-42 budget, which was expedted

£o have been balansed, will now show a defisit of at least $18,500,000, -
Horeover, cno of Burma's lesding newspapers, owned by the Pinance Minister
prediots that the 194849 budget will have a deficit of at least £100,000,000
which is probably mére correct then the $33,000,000 defieit as estimated in
the official btudget. Inflaticnary tendencies have been visiblo in the last
fow weeks, and it 1s questionsble if the rupee can be maintained at its pregent
rate of axshangs if the Insurrestion, loss of revenus and mismenagement e
tinne, Although the Government has taken steps to forestall esoncmic collupse
by doubling the export duty on riee, increaging bariffs, enhaneing entertain-
ment and excise taxes, and levying a new 163% tax on all busineas profits
amounting to more than #35,000, such measures sre merely expedicnis. Unless
political stabllity is restored or considerable foreign finansianl assistance

is obtained in the near future, economic deterioration will becam inoreasingly
gerious,

THNDONESTA
Growth of Commmnist influence acoelerated by stalemate in negctiations. MA®
Political alignmente in the Hopublie of Indonesis ors rapidly split o

Communist or anti-Commnist camps. Until resent months the lefi~wing opposi~
tion posed no sericus problems to Premier Hatta's moderate government although
Republican armed forces were frequently used to subdue extranist-elements.,

The left-wing becams an actusl threat to the Government, howaver, after the

22 Mey announcement by the Soviets indleating willingness to exchange cansular
reprezentatives with the Republic. This zetien £3ve pre-Soviet political
parties strength and encouragemsnt., By Avgnst a Soviet-trained Indonesian
Commnist had made considerable headway in reorganizing loose loftewing
parties into a stronger, militant Indonesian Comminist Party (PKI)., On

1 September former Premier S5jarifoeddin, chairman of the more left of the
Republic's two Soclaliet partiles, declared that his party had been incorporated
into the Communiat Party thus insuring the pro-Soviet groups of seme popular
leadership. The Labor Party and SCBSI (Republican Federation of Labar Uniona)
are also reported to have been amalgamated with the Comminist Party.

Pramier Hatta has resolved to tdke strong measuree against "destrustive
olements® who promote anarchy ar threaten public segurity,  In this resolution
he is baocked by the moderate PNI (Nationalist Party) and right-wing HMagjoemi
(Moslenm) party, whith have both refused a Communist Party invitation to form
& nationsl) front. Tensions building up within the Republie continue to
acoelerate and it is probable that Hatta's fipht against Commmism will in-
volve & major military operation,
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IGESTA (coatinned)

The ultimate oubcems of the strugele of son-Comminists versus Conmmists
4n Indonesia depends almest wholly upon a satisfactory ssttlement of the
Tatoh = Republisan dispute, A= long as the negotiatioms, now being conduoted
under the suspices of the UN Good Offices Gommittse, remain stalemnted,
Commnist elements will eontinue to gain strength by fomenting discentent

within the Republic afid promoting intidents which cantribute to the general
feeling of uneasiness,

SEGRET™
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